Abstract
Introduction

1.
In the recent years, shadow banking activities have been one of the topics of interest to the researchers. Many researchers have found the relationship between the shadow banking and the fragility and instability of the financial system. Others tried to develop models to measure the size and to monitors shadow banking activities at macroeconomic level. Nevertheless, few studies have been done on the effect of these activities on the financial conditions of the shadow bankers themselves. Some researches on this topic on financial institutions (banks or investment banks as an example) have illustrated the effect in some aspects of financial conditions such as capital, asset or profitability. As far as we know, none of these studies has considered the effect on the overall financial status of the shadow banking institutions.
In this paper, we study the impact of shadow banking activities of Vietnam securities companies on their financial conditions. We use the CAEL ratings system and its components to proxy for the overall and componential status of the securities firms. We found that despite having some positive impact on the profitability, shadow banking (in the form of implied credit services in Vietnam) deteriorates the financial soundness of securities companies, especially in capital adequacy, asset quality and liquidity aspects. The effect is stronger for those companies that rely on un-regulated shadow banking services that developed based on the loopholes of the Securities Law and regulations. The paper is constructed as follows: section II will provide review of literature on this field; section III briefly introduces the development of Vietnam securities firms and their shadow banking activities; section IV is for hypotheses development; section V describes the data and methodology; Section VI demonstrates the results and Section VII concludes.
Literature Review 2.
The term shadow banking was proposed by Paul McCulley, the executive director of Pacific Investment Management Company, in his speech at Federal Reserve Bank of Kansas City's Economic Symposium in Jackson Hole, Wyoming, 2007. It is related to the banking activities that are conducted by institutions outside of traditional banks. Bernanke (2013) identified shadow banking as "comprise of a diverse set of institutions and markets that, collectively, carry out traditional banking functions but do so outside or in ways only loosely linked to, the traditional system of regulated depository institutions". He stated the examples for shadow banking institutions as: securitization vehicles, asset backed commercial paper (ABCP) conduits, money market mutual funds, markets for repo, investment banks and mortgage companies. The term "shadow" in "shadow banking" does not necessarily mean illegal, but rather the characteristics of the shadow banking activities. Gandhi (2014) pointed out those characteristics of shadow banking institutions:
-Provide credit and liquidity services outside traditional banking.
-Not as tightly regulated as commercial banks -Raise funds mostly through market-based instruments -Have Government guarantee for liabilities to only a limited extent -In time of distress, could not access to central bank liquidity. In this manner, the credit activities, direct or indirect, from investment banks are considered shadow banking. They are credit for assets investment, which are often outside the scope of commercial banks. They are not well-regulated and receive almost no supervisory activities. Investment banks also often raise funds from market-based instruments and they could not access central bank as the lender of last resort when the distress occurs. The Financial Stability Board (2015) identified the investment banks shadow banking activities as: intermediation of market activities that is dependent on short term funding or on secured funding of client assets (In the Economic Function group: EF3).
The previously stated features of shadow banking are potentially harmful for the overall stability and financial conditions of the financial systems. There is a strand of literature studying the effect of shadow banking on the financial market and contagious problems to the whole system. Pozsar et al (2010) ; Adrian and Ashcraft (2012) ; Adrian, Ashcraft, Cetorelli (2013) and Adrian (2014) found that shadow banking could negatively impact financial system stability due to their regulatory arbitrage, neglected risks, funding fragilities as well as their high leverage and agency problem. They also developed quite a number of models to monitor shadow banking for regulatory bodies. Zou, Pang and Zhu (2012) , with co-integration test and error correction model, demonstrated that overgrowth of shadow banking will increase financial fragility of the system. But how exactly is it for shadow banking to be considered overgrowth? Maeno et al (2014) developed a model to show that a run on shadow banking will lead to contagious collapse of commercial banks when the market share of shadow banking is at 10% to 50%. Luck and Schempp (2014), Ferrante (2015) and Liu, Shao and Gao (2016) indicated that large size of shadow banking is instable since it increases the aggregate leverage of financial sector, amplifying the exogenous shock. Banking safety net would not be able to prevent banking crisis if there was a run on shadow banking and the shutdown of securities market may have a long lasting consequences for real investment, output and consumption.
In a smaller scale, the shadow banking activities may cause risks to the shadow banking institution (shadow banker) itself. There are a few studies conducted on the effect of shadow banking activities on the financial conditions of the shadow bankers, which also directly related to this paper. To the extent that commercial banks take part in the shadow banking activities (which is possible if the commercial banks also use market-based instruments, securitization or other products, to mobilize funds and use funds for non-traditional banking activities), the commercial banks may also be considered shadow banks. Duca (2014) showed that in the long run, shadow banking share is negatively related to information costs and positively related to financial innovation and capital requirement burden on banks. In the short run, shadow banking has negative relationship with liquidity and positive to regulation that favor non-bank credit intermediation. Tang and Wang (2016) found a positive relationship between shadow banking activities and returns as well as risk-adjusted returns of China commercial banks who attended shadow banking. Meanwhile, Van Ha et al (2015) illustrated a negative effect of shadow banking activities on profitability and positive effect on non-performing loans (bad debt) of shadow bankers in Vietnam. Thanh Phuong et al (2012) found that shadow banking credit have positive relation with total non-performing loans and negative relation with capital adequacy of shadow bankers.
There is also another strand of study on shadow banking activities which is also crucial for this paper is on how to measure the size of shadow banking at several levels. Since the size of shadow banking affects not only the financial conditions of shadow bankers but the stability of the whole financial system as well, identifying the size of those activities at the firm and system level is meaningful. Measurement of shadow banking often came from the balance sheet approach, either from the asset side (credit from shadow banking products) or liability side (funds raised from marketbased instruments for shadow banking services). For instance, Poszar et al (2013) looked at all the liabilities recorded in the flows of funds that related to securitization activities and short-term money market transactions not backstopped by deposit insurance. Financial Safety Board (FSB), in their Global Shadow Banking Monitoring Report of 2012 to 2015, identified all financial assets of shadow bankers as shadow banking activities. Arquié and Artus (2013) , considered all balance sheet items (from asset side) of shadow bankers that imply a form of credit toward the private sector of the economy. Vietnam securities companies have been facing fierce competition after the crisis. By the end of 2011, there are only 1.1 million trading accounts, and this number only grew to 1.27 million in 2013. With 85 companies still in operation at that time, it translated to about 14,900 accounts per companies. When compared to other countries at that time, the market size for each company is much smaller. For instance, China stock market 1 has 106 securities companies but 53,7 million trading accounts (more than 506,000 accounts for each company); Thailand 2 market has 37 securities companies and approximately 1.36 million accounts (36,800 accounts per company) or India 3 with 13.1 million trading accounts and 279 securities firms (46,600 accounts for each firm). Also, the market share for Vietnam was not equal for all securities firms but concentrated to several large firms, small firms got very little market share. Therefore, many companies with weaker financial conditions have to struggle to survive with decreasing profitability, capability to provide services and debt payment. -Investment Cooperation Contracts: The firm signed a contract with a high net-worth customer in a form of "investment cooperation" in which the customer provide 50 to 60% the value of the securities investment, the securities company provide the rest. The securities invested are kept by the company as collateral. The customer is required to pay a fixed amount of "profit share" (interest in nature) to the company as a fee. This form of contract effectively turned the loan relationship into joint investment relationship. -Investment Settlement Guarantee: The firm signed a contract with customer to allow the customer to make a transaction even when the customer does not have enough money in his trading account up to 40 to 50% value of the transaction. The remaining value will be "guaranteed" by the company's assets. -Advances for investors: According to the current settlement scheme (T+3), when the customer liquidates his investment today (day 0), he could receive the proceeds after 3 trading days. However, with Advance services, the securities companies may provide the customers the funds up to 90% the value of proceeds from selling right at day 0 and received the proceeds after 3 trading days. The fee for this service is charged every day, even weekends and holidays. This is, in nature, a secured very short-term loan. -Reverse Repurchase Agreements: The securities company signs an agreement with the customer to temporarily buy his/her securities to provide the customer an amount of fund. After a period, the company sells the securities back to the customer at a higher price (the difference is the interest payment of the customer). Those "Pseudo" credit services are often under-regulated by the SSC since, on the appearance, they seem to be investment-based services. Official margin trading activities are often safer for the investment banks if they follow regulations and risk management schemes by margin requirement (initial and maintenance rate) and sometimes, supervisory to some extent by regulatory bodies. Pseudo credit services, on the other hand, are left unsupervised, risk management framework and financial safety requirements are mostly voluntary. Revenues from those activities are often identified on the balance sheet as Other Revenues. Excessive providing of those services is also risky to securities firms since they receive no official guarantees, nor could they access to Central bank liquidity had any risk occurs.
Vietnam Securities Firms Development and
In 2011, The Ministry of Finance and SSC officially allowed some forms of credit services, including margin trading, under Circular 74/2011/TT-BTC and Decision number 637/2011/QD-UBCK. Nevertheless, only the securities firms that meet the requirements set by SSC can provide the official margin trading and receive some supervisory by SSC. Until now, many other securities firms can only rely heavily on the pseudo credit services to maintain their operation.
Hypotheses Development 4.
In this paper, we study the effect of shadow banking activities on the financial conditions of Vietnam securities firms. Most of the previous literature focused on the relationship between shadow banking and the fragility or stability of financial system as a whole, such as Pozsar et al (2010); Adrian and Ashcraft (2012), Luck and Schempp (2014), Ferrante (2015) , found the negative impact on the financial system when the size of shadow banking activities is large enough. There are only a few studies on the impact of shadow banking activities on the financial conditions of the shadow bankers themselves. However, most of the results are negative impact and only focus on one or two aspects of financial soundness, such as profitability, capital adequacy or asset quality in form of bad debt. Previous literature found the difference in this relationship in different aspects: negative with capital adequacy (Thanh Phuong et al (2012) ); positive with profitability (Tang and Wang (2016) ) and positive with non-performing loan (Van Ha et al (2015) ). This paper considers the financial conditions of all the aspects as well as the components of each aspect. The total effect of shadow banking activities may depend on the different impact on different components. However, with the existence of those under-regulated shadow banking activities, the risks they cause to the securities firms could out-weight the benefit in profitability they bring.
-H1: The shadow banking activities have negative impact on the overall financial conditions of the securities firms that conduct them. As previously stated, since 2011, a part of securities firms are allowed to conduct official credit service in form of margin trading. These firms may still provide some pseudo credit services to the customers such as advances for investors or reverse repurchase agreements. However, since their credit services are under the supervision of regulatory bodies, securities firms would have to comply with requirements and restrictions on the services. Other companies that are not allowed to provide official credit services still rely heavily on the pseudo credit services as the previous period. It is reasonable to believe that the risks from the shadow banking activities would be larger for them. -H2: The impact of shadow banking activities is stronger for securities firms that rely mostly on pseudo credit services.
Data and Methodology 5.
Data and Variables
Since there is no official data source on Vietnam stock market, the data in this paper is hand collected. All the financial data is from audited annually financial reports of the securities firms which came from Ho Chi Minh Stock Exchange (HOSE) from 2012 to 2014. We consider all securities firms in Vietnam market that still operate and report normally. In 2012, there were 91 companies; this number decreased to 89 in 2013 and 85 in 2014. We choose the period because from 2012, the Circular 165/2012/TT-BTC of Ministry of Finance required the securities firms to report the audited financial safety ratio which is one of the important components in CAEL rating system. This kind of reports can also be found and available for download from HOSE website.
In this paper, the overall and component financial conditions of Vietnam securities firms are measured by the CAEL rating system. The CAEL rating system used in our study takes root from the CAMEL rating system, first introduced in the U.S. in 1979 as "The Uniform Financial Institution Rating System". CAMEL consists of 5 components of financial conditions: Capital, Asset, Management, Earnings and Liquidity (in 1996, S: Sensitivity to market risks was added to form CAMELS). This rating system considers the financial status of a financial institution (it is flexible and could be used for various types of institutions, commercial banks, investment banks, etc.) as a whole (the CAMEL score) and as component (component score) to provide the regulatory bodies a good view on the financial conditions of the financial institutions. It works like an early alarm for the deterioration of a financial institution's stability and soundness for official intervention of the government, avoiding a large scale run. CAMEL rating system is used in a number of studies such as Christopolos et al (2011) used CAMEL rating system to show that the government should have intervened in Lehman Brothers soon enough when the alarming signs were shown in CAMEL.
In 2013, CAMEL rating system was developed in Vietnam for securities firms under the Decision No. 617/QD-UBCKNN by SSC. The component M: management quality is hard to quantified and include controversial as well as company's private information. Therefore, we only use the financial components from the CAMEL rating system to form CAEL rating system as we did in Thanh Phuong et al (2014) .
For the size of shadow banking activities, we follow the study of Arquié and Artus (2013) , considering all balance sheet items (from asset side) of securities firms that imply a form of credit, including margin trading and other pseudo credit services, other direct loans to partners, loans to individuals, etc. After sum up all the shadow banking activities of each securities firm, we take the natural logarithm of total credit activities (since the CAEL rating system score is bounded within 0 and 100).
Methodology
With a set of both cross-sectional and time series dimension of the same securities overtime, we deploy the pooled regression and panel regression. For the panel regression, we first run a random effect regression then a fixed effect regression and perform the Hausman test for fixed and random effect. The result (not reported here) indicates that at 5% significance level, the use of random effect could not be rejected. So we specify the random effect model used in this paper as:
In which CAEL and the component C, A, E, L came from Thanh Phuong et al (2014); Ln(CREDIT) is the natural logarithm of all shadow banking activities of securities company. For controls, we use some firm characteristics such as the number of services provided by each company and company age. For CAEL overall score, we expect the coefficient of Ln(CREDIT) to be negative. For each component, the expectations are different. We also include one dummy variable: LISTED which equals to 1 if the company is listed on the exchange and 0 otherwise. Most of the securities companies are financially qualified to be listed on Vietnam stock market. However, the listed companies would have to comply with regulations and supervised by the Exchange. Therefore, there may be difference in impact between listed and not listed firms.
To test the second hypothesis of stronger effect for firms that relied mostly on pseudo credit activities, we divide the original sample into two sub samples of those companies who are in the list of official credit services and those who are not and run the regressions again.
Results and Analysis 6.
The effect of shadow banking activities on securities firm financial conditions
In this part, we report the results from the regression of CAEL and its components on the size of shadow banking activities. Table 1 shows the descriptive statistics of the variables. This table shows the results of univariate and multivariate regression of CAEL rating score and its components' scores on the size of shadow banking activities measured by the natural logarithm of the value of all shadow banking credit services: Ln(CREDIT). No. of services is the number of services provided by a securities firm; Age is the number of years the company in operation since its establishment; LISTED is a dummy equal to 1 if the securities company is listed on the stock exchange and 0 otherwise. In the parentheses are the p-values. ***, ** and * indicate significance level of 1%, 5% and 10%, respectively. The regression results of CAEL rating and component scores are reported in the table 3. Panel A shows the regression of CAEL and its component with only Ln(CREDIT) as the explanatory variable. For specification (1), the coefficient of shadow banking activities is negative but not significant. It seems that the net effect of shadow banking activities of Vietnam securities companies on their financial conditions is not significantly different from 0 or, in other words, the negative effects and positive effects are at balance. Specification (2) also shows a not significant result for the shadow banking coefficient. Specification (3) and (4) are consistent with findings from previous researches that the shadow banking activities help increase the profitability of the securities firms but deteriorate the asset quality. Finally, specification (5) shows a significantly negative relationship between shadow banking activities and the liquidity of securities companies.
In Panel B of table 3, we add the control variables into the models. When control variables appear in the regression, the coefficients of Ln(CREDIT) in specification (1) to (4) turn to significant. However, it does not necessary mean that the effect of Ln(CREDIT) in those cases are significant, but rather that the control variables (Age to be specific in the C component) have correlated with the main explanatory variable. In specification (1) and (2), control variables show positive and significant, indicating that the firm that could provide more services, "older" firms and securities firms that are listed on the stock market tend to have higher CAEL overall score (in better financial conditions). In component A: asset quality, the coefficient of Ln(CREDIT) are significantly negative while other control variable show no significant effect confirming the strong relationship of shadow banking activities to asset quality. For Earnings component, Ln(CREDIT) show positive coefficients in specification (7) and (8) but they are not statistically significant while control variables Age and number of service are positive and significant. Specification (9) does not confirm the effect of shadow banking on liquidity and the significance of the Ln(CREDIT) in specification (10) seems to come from the correlation with LISTED.
Panel C of table 3 shows the results of random effect panel regression. The coefficients of LN(CREDIT) are significant in most of the case. In specification (1), although the result is weak, it confirms that the shadow banking activities do reduce the overall financial conditions of the securities companies. Negative and significant results for LN(CREDIT) also found in Capital, Assets and Liquidity components. In Earnings component, the results confirm the findings in Panel B, shadow banking activities seem to have positive relation with the profitability of the securities firms when stand alone. However, when control variables are added, the effect of Age and number of service subsume the shadow banking activities.
Control for sample selection bias
The results may be affected by sample selection bias when larger firms tend to provide shadow banking services while small firms would not have enough financial capacity to provide these types of credit services. In order to resolve the potential selection bias, we deploy the Heckman two-stage approach. First, we use the probit model for the probability of a securities firm to take part in shadow banking activities on the size of the company, measured by total revenue.
From the model, we predict the probability to calculate the Inverse Mills Ratio to put into the regression. The significance of Inverse Mills Ratio ( ) indicates and controls for the selection bias in the model. This table reports the results of Heckman two-stage approach to control for sample selection bias, including a probit model of the probability that a securities company provide shadow banking services. The product of first stage, the inverse mills ratio ( ) is then put into the original regression to control for sample selection bias. P-values are reported in parentheses. ***; ** and * indicate the significance level of 1%, 5% and 10%, respectively. The significance of inverse mills ratio in those regressions indicates that there is sample selection bias in the data. However, after controlling for the bias, the shadow banking activities effects are still significant in CAEL total ratings as well as component C and A. However, specification (4) and (5) show that the effects of Ln(CREDIT) on earnings and liquidity are not so significant. This may further depict that the relationship between Ln(CREDIT) on these two components may largely be based on sample selection bias.
The previous results are consistent with the first hypothesis to some extent. The shadow banking activities do have negative impact on overall financial conditions of securities companies. The strongest effect is at assets quality. There are some effects on capital adequacy. The positive relationship between shadow banking and earnings seem to be caused by sample selection bias and the negative relationship with liquidity is only very weakly supported.
The difference in effect between companies with official credit services and companies relied heavily on pseudo services
In the previous part, we have developed a hypothesis that the impact of shadow banking activities should be stronger for securities firms that rely mostly on pseudo credit services. In this part, in order to test this hypothesis, we divide the original sample into two groups: one with the securities firms which met the requirement of SSC and in the list to provide margin lending (or so-called the LEGAL group) and the other with securities firms that did not meet the requirement and rely only on the "pseudo" credit activities to compete (the PSEUDO group). Table 5 illustrates the summary statistics of these two groups. From the summary statistics, on average, the LEGAL group has higher CAEL total score and components score than their PSEUDO counterparts. The number of service provided by companies from LEGAL group is also higher than that of PSEUDO group. Finally, the age of the securities firms of LEGAL group is slightly higher than PSEUDO. We then run the regression again for the two sub-samples to compare the effect. The regression results are reported in Table 6 and Table 7 . These tables depict interesting results on the two groups. The effect of shadow banking activities on the financial conditions of securities companies in the LEGAL group is significantly negative in overall CAEL, Capital, Asset and Liquidity component. In some specification, there is positive relation between Ln(CREDIT) of LEGAL group and profitability. Control variables are positively related with financial conditions. The shadow banking activities of PSEUDO group, on the other hand, displays significantly negative relation with CAEL, C, A and no significant relation with E and L. The control variables in PSEUDO group behave different. In Panel B of table 7, the number of services shows negative relationship with financial components and CAEL in specification (3), (4), (9), (10) indicating that, for companies in the PSEUDO groups, the more they expand and more services they try to develop, the worse their financial conditions become.
In term of magnitude, the coefficients of Ln(CREDIT) in table 7 for PSEUDO group are mostly larger in all 3 panels than that of LEGAL group for Capital and Asset Quality. This is consistent with the second hypothesis that the companies that rely heavily on pseudo shadow banking activities will have worse financial conditions than companies that are allowed to offer official credit services. This table shows the results of univariate and multivariate regression for LEGAL GROUP of CAEL rating score and its components' scores on the size of shadow banking activities measured by the natural logarithm of the value of all shadow banking credit services: Ln(CREDIT). No. of services is the number of services provided by a securities firm; Age is the number of years the company in operation since its establishment; LISTED is a dummy equal to 1 if the securities company is listed on the stock exchange and 0 otherwise. In the parentheses are the p-values. ***, ** and * indicate significance level of 1%, 5% and 10%, respectively. This table shows the results of univariate and multivariate regression for PSEUDO GROUP of CAEL rating score and its components' scores on the size of shadow banking activities measured by the natural logarithm of the value of all shadow banking credit services: Ln(CREDIT). No. of services is the number of services provided by a securities firm; Age is the number of years the company in operation since its establishment; LISTED is a dummy equal to 1 if the securities company is listed on the stock exchange and 0 otherwise. In the parentheses are the p-values. ***, ** and * indicate significance level of 1%, 5% and 10%, respectively.
More insights on the LEGAL and PSEUDO groups
In this section, we conduct further tests on the difference in LEGAL and PSEUDO groups, which hopefully, may provide some insights on the effect of shadow banking activities on the financial conditions of Vietnam securities companies. The first test is based on a report of violations by securities firms of Vietnam which received sanctions from SSC. Many of these violations are related to shadow banking activities such as: firms that conduct the credit services without permission from regulatory bodies or utilize the assets of customers to provide credit services without informing the customers, etc. We test whether the shadow banking activities of securities companies increase the probability of being in the "black-list" for violation of law and regulations. Our probit models are as follows:
Blacklist is the dummy variable that equal to 1 if the company is in the list of sanctions by the SSC. Control variables are still the number of services, company age and dummy LISTED. We also include in the models 2 more control variables which are the natural logarithm of bad debts from shadow banking activities and provision for bad debts made by the companies. However, the results from these extra control variables (unreported) are not significant.
The second test also requires probit model. By the end of 2013, SSC published the list of securities firms that could not meet the financial safety requirements. These companies would be put under more closely supervisory by SSC. We prepare a test to see if the shadow banking activities from the securities companies have any effect on the chance that the firms get into the "safety black list" by the SSC. The model is similar to the previous one.
The results for these tests are demonstrated in Table 8 . This table shows the results of probit model on the probability of a securities firm to be in the sanction black-list as well as safety black-list. Ln(CREDIT) is the natural logarithm of all shadow banking activities of a securities firm, number of services is the number of services which the securities firm provides, age is the number of year the company is in operation, LISTED is the dummy, equal to 1 if the company is listed and 0 otherwise. P-values are reported in parentheses. ***, ** and * indicate the significance level of 1%, 5% and 10%, respectively.
The probit models show very interesting results. For the whole sample, the shadow banking activities seem to have no effect on the probability of being in black-list of any kinds. The securities firms that provide more services are less likely to be in the black-lists. There is no significant result for securities companies in the LEGAL group. However, when considering the PSEUDO group, we have a different picture. The coefficients for Ln(CREDIT) are positive and significant in both sanction black-list and financial safety violation black-list. This result confirms that, to those companies that rely mostly on pseudo shadow banking activity, the more they engage in that business, the more likely they violate the regulations or their financial condition become worse.
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Robustness check
In the previous regressions of this paper, we used the robust standard errors to calculate the statistics used for all testing. Heteroskedasticity-robust standard errors for linear regression and probit models, cluster robust standard errors for random effect panel regression to be specific. Although we do not report here, we did use bootstrap procedure (random resampling based on my sample data, replicate 1,000 times) to obtain bootstrap robust standard errors which are used for testing. The results are similar to those reported in this paper.
Conclusion
7.
In the project, we study the effect of shadow banking activities of Vietnam securities companies on their financial conditions to see whether these types of credit services bring more benefits or harms to the securities firms providing them. Toward this end, we look at the impact from various aspects of financial conditions of the securities firms: capital adequacy, asset quality, earnings and liquidity as well as the total impact to the whole financial condition. Using a modified version of the CAMEL rating system (CAEL) is appropriate to achieve this kind of study since it can be used as a total rating as well as component rating scheme.
We found that the size of shadow banking activities of the securities firms is negatively related to their overall financial conditions. For each component, credit services have negative impact on asset quality, capital adequacy and liquidity. The effect of shadow banking activities on the profitability of securities companies is positive, but this effect is subsumed when other control variables such as age and number of services are included.
We further divided the original sample into 2 sub-samples: the group with companies that are allowed by SSC to provide official credit activities (LEGAL group) and group with securities firms that do not meet the requirements to provide official credit and have to rely on "pseudo" services (PSEUDO group). The results indicate a stronger effect of shadow banking activities to the PSEUDO group. Further probit models also show that for firms in the PSEUDO group, shadow banking activities increase the probability of them being in the black-list of regulation violation or in the black-list of companies that could not maintain a safe and sound financial condition by SSC. There would be 2 main reasons for that. Firstly, the financial conditions of securities companies in the PSEUDO group are, on average, lower than firms in LEGAL group (measured by CAEL and its components). Secondly, the "pseudo" financial services are largely unregulated and, at the moment, out of the supervisory by regulatory bodies such as SSC. Therefore, the securities companies would have an opportunity to exploit that type of shadow banking services, bringing risks to the customers and themselves. Only when the SSC conducts an investigation or when there were conflicts between the securities firms and the customers could those problems be discovered. However, only sanction does not seem to solve the problem. From this paper, one recommendation for the State Securities Commission of Vietnam is to closely supervise the activities of the securities firms, deploy early warning tools such as CAMEL rating system and early intervene has any problems appeared that may cause risks to the companies in particular and the financial system in general. 
